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Abstract
The Policy Research Working Paper Series disseminates the findings of work in progress to encourage the exchange of ideas about development 
issues. An objective of the series is to get the findings out quickly, even if the presentations are less than fully polished. The papers carry the 
names of the authors and should be cited accordingly. The findings, interpretations, and conclusions expressed in this paper are entirely those 
of the authors. They do not necessarily represent the views of the International Bank for Reconstruction and Development/World Bank and 
its affiliated organizations, or those of the Executive Directors of the World Bank or the governments they represent.
Policy Research Working Paper 5430
This paper summarizes the methodology of the 
Worldwide Governance Indicators (WGI) project, 
and related analytical issues. The WGI cover over 200 
countries and territories, measuring six dimensions of 
governance starting in 1996: Voice and Accountability, 
Political Stability and Absence of Violence/Terrorism, 
Government Effectiveness, Regulatory Quality, Rule 
of Law, and Control of Corruption. The aggregate 
indicators are based on several hundred individual 
underlying variables, taken from a wide variety of 
existing data sources. The data reflect the views on 
This paper—a product of the Macroeconomics and Growth Team, Development Research Group—is part of a larger effort 
in the department to study the causes and consequences of good governance for development. Policy Research Working 
Papers are also posted on the Web at http://econ.worldbank.org. The author may be contacted at akraay@worldbank.org.   
governance of survey respondents and public, private, 
and NGO sector experts worldwide. The WGI also 
explicitly report margins of error accompanying each 
country estimate. These reflect the inherent difficulties 
in measuring governance using any kind of data. Even 
after taking these margins of error into account, the 
WGI permit meaningful cross-country and over-time 
comparisons. The aggregate indicators, together with 




































































































































































































































































observed score of country   on indicator  ,    , as a linear function of unobserved governance in 
country j,   , and a disturbance term,    , as follows: 
(1)                          
where    and    are parameters which map unobserved governance in country  ,   , into the the 



















is the same across countries, but differs across indicators, i.e.           
  . We also assume that the 

















Given estimates of the parameters of the model,   ,   , and   
 , we can now construct 
estimates of unobserved governance   , given the observed data     for each country.  In particular, the 
unobserved components model allows us to summarize our knowledge about unobserved governance 
in country   using the distribution of    conditional on the observed data      .  This distribution is also 
normal, with the following mean: 
(2)      |   ,…,          
        
  
 









are given by      
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  For the set of representative indicators, we use the assumption of the joint normality of    and 
    write down the likelihood function of the observed data.  The assumption of representativeness is 
crucial here because it justifies our assumption of a common distribution for governance across these 
different sources.  As useful notation, let      ,…,     ,      ,…,     , and         
 ,…,    
   , 
and let   and Σ be diagonal matrices with    and    on the diagonal.  Using this notation, the mean of 
the vector of observed data for each country j,   , is   and the variance is Ω          Σ      .  The 
contribution to the log‐likelihood of country j therefore given by: 
(4)  lnL  , ,     l n |Ω|              Ω            
Summing these over all countries   and then maximizing over the unknown parameters delivers our 
maximum‐likelihood estimates of   ,   , and   
  for every representative indicator  .  Identification 
requires that we have a minimum of three representative indicators.  Note that the number of data 
sources available for each country varies, and so the dimension of    and   is       1, and conformably 
 , Σ, and Ω  are          .  This way we are able to compile the likelihood function even though there 
potentially are missing observations for each country even among the representative indicators.    
We cannot apply this method to non‐representative indicators.  To see why, consider the 
maximum‐likelihood estimate of    for some source  .  Unsurprisingly this is the mean score across 
countries covered by indicator  .  It is straightforward to see from Equation (1) that the expected value 
of the sample mean of scores on indicator   is                , where            denotes the average level of 
governance in the sample of countries covered by indicator  .  For representative indicators, our choice 
of units for governance normalizes          0    and so the sample mean delivers a consistent estimate of 
  .  However, for a non‐representative indicator where the average level of governance is different 





estimate   ,   , and   
  for any indicator simply by regressing the observed scores     on   .  Although 
   is itself not observable, we do have an estimate of    based on the representative indicators.  In 
particular, let   
  denote this preliminary estimate of    based on only on the data from the 
representative indicators.  We can decompose this conditional mean into observed governance plus its 
deviation from the mean, i.e.   
           .  Since    is independent of  , we can view   
  as measuring 
   with classical measurement error.  It is well‐known that OLS estimates of    from a regression of      
on   
  will produce downward‐biased estimates due to the usual attenuation bias. In particular, the 
probability limit of the OLS slope coefficient is     1        /    
   .  Since the variance of    is simply 





















































11 The adjustment factor for the mean is simply                   /    , where    is the number of countries with 
data in period T and        is the average score of the additional countries in period  .  The higher is the average score 
of the new entrants and/or the more new entrants there are, the more we lower the mean in the previous period.   
This ensures that a hypothetical sample consisting of our year   1  adjusted scores for all countries combined 
with the year   scores for the countries added in year   relative to   1  would have a mean of zero and standard 
deviation of one. We also adjust the standard deviation of the year   scores to ensure that the standard deviation 
of this hypothetical sample would be one.  We do this by multiplying the scores (and the standard errors) for each 
country in year   1  by a factor of 
  
    
              /                                 , where    is the variance 








































































































































































































































































































































































































Figure 2:  Changes Over Time in Governance Estimates, 2000-2009 
 
Voice and Accountability 
 



































































Code Source Type* Public Coverage -ntative 1996 1998 2000 2002 2003 2004 2005 2006 2007 2008 2009
ADB African Development Bank Country Policy and Institutional Assessments Expert (GOV) Partial 53 x x x x x x x x x x
AFR Afrobarometer Survey Yes 19 x x x x x x x x x
ASD Asian Development Bank Country Policy and Institutional Assessments  Expert (GOV) Partial 29 x x x x x x x x x
BPS Business Enterprise Environment Survey  Survey Yes 27 x x x x x x x x x
BTI Bertelsmann Transformation Index Expert (NGO) Yes 125 x x x x x x x x
CCR Freedom House Countries at the Crossroads Expert (NGO) Yes 62 x x x x x x
D R I G l o b a l  I n s i g h t  G l o b a l  R i s k  S e r v i c e E x p e r t  ( C B I P )Y e s 1 4 4 x xxxxxxxxxxx
EBR European Bank for Reconstruction and Development Transition Report Expert (GOV) Yes 29 x x x x x x x x x x x
EIU Economist Intelligence Unit Riskwire  & Democracy Index Expert (CBIP) Yes 181 x x x x x x x x x x x x
F R H F r e e d o m  H o u s e E x p e r t  ( N G O )Y e s 1 9 7 x xxxxxxxxxxx
GCB Transparency International Global Corruption Barometer Survey Survey Yes 80 x x x x x x x x
GCS World Economic Forum Global Competitiveness Report Survey Yes 134 x x x x x x x x x x x x
GII Global Integrity Index Expert (NGO) Yes 79 x x x x x x x
GWP Gallup World Poll Survey Yes 130 x x x x x
HER Heritage Foundation Index of Economic Freedom Expert (NGO) Yes 179 x x x x x x x x x x x x
HUM Cingranelli Richards Human Rights Database and Political Terror Scale Expert (GOV) Yes 192 x x x x x x x x x x x x
IFD IFAD Rural Sector Performance Assessments Expert (GOV) Yes 90 x x x x x x
IJT iJET Country Security Risk Ratings Expert (CBIP) Yes 185 x x x x x x x
IPD Institutional Profiles Database Expert (GOV) Yes 85 x x x x x
IRP IREEP Af rican Electoral Index Expert (NGO) Yes 53 x x x x x x x x x
LBO Latinobarometro Survey Yes 18 x x x x x x x x x x x
MSI International Research and Exchanges Board Media Sustainability Index Expert (NGO) Yes 76 x x x x x x x x
OBI International Budget Project Open Budget Index Expert (NGO) Yes 85 x x x x x
PIA World Bank Country Policy and Institutional Assessments Expert (GOV) Partial 142 x x x x x x x x x x x
PRC Political Economic Risk Consultancy Corruption in Asia Survey Survey Yes 15 x x x x x x x x x x
PRS Political Risk Services International Country Risk Guide Expert (CBIP) Yes 140 x x x x x x x x x x x x
RSF Reporters Without Borders Press Freedom Index Expert (NGO) Yes 170 x x x x x x x x x
TPR US State Department Trafficking in People report Expert (GOV) Yes 153 x x x x x x x x x x
VAB Vanderbilt University Americas Barometer Survey Yes 23 x x x x x x
WCY Institute for Management and Development World Competitiveness Yearbook Survey Yes 55 x x x x x x x x x x x
WMO Global Insight Business Conditions and Risk Indicators  Expert (CBIP) Yes 203 x x x x x x x x x x x
*Types of Expert Assessments:  CBIP -- Commercial Business Information Provider, GOV -- Public Sector Data Provider, NGO -- Nongovernmental Organization Data Provider